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ZIMBABWE: KEY ECONOMIC INDICATORS 


All values in U.S. $ million 


1978 1979 1980 
Exchange Rate: Z$1 = $1.48 $1.48 % Change $1.55 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 
GNP at Constant 1965 Prices 
Per Capita GNP, Current Prices 
Indices (1964=100): 
Volume of Manufacturing 
Production 
Unit Value of Minerals 
Production 
Volume of Minerals Production 
Employed Labor Force (000) 


MONEY AND PRICES 
Money Supply 
Indices (1964=100): 
Consumer Prices (higher 
income) 
Consumer Prices (lower 
income) 


BALANCE OF PAYMENTS AND TRADE 

Gold & For. Exch. Reserves 
(Change) 

External Public Debt 

Balance of Payments? 

Balance of Trade 

Exports 

Imports 


lpirst 10 months of 1980 

2First 11 months of 1980 

3First 9 months of 1980 

4mhrough July 1980 

SExcludes valuation adjustment due to the difference between the mar- 
ket price of gold and the official Reserve Bank valuation. Prior to 
March 1980, gold was valued at $39 per fine ounce; from April 1980 
the market price was used. 





SUMMARY 


Independence has been good to Zimbabwe's economy. The debilitating 
civil war had taken its toll as real per capita income tumbled 
after 1974. The Lancaster House settlement in December 1979, and 
the inauguration of the new regime under the nationalist leader 
Robert Mugabe the following April, brought peace to the country- 
side and rejuvenated Zimbabwe's already well-balanced and diversi- 
fied private sector. Growth in real gross national product (GNP) 
reached 10 percent in 1980, thanks largely to a boom in manufac- 
turing and a sharp increase in gold prices. With a bumper corn 
crop and the resultant high exportable surplus expected later this 
year, growth in 1981 could match last year's levels. Zimbabwe's 
economy is one of the strongest and most diversified in Africa. 


The new Government has moved cautiously but firmly to redirect the 
course of the largely white-run modern economy. Socialist in 
principle, its economic planners appear ready in practice to rely 
on a prosperous private sector for the jobs, rising incomes, and 
social revenues needed to better the lot of the subsistence farmer 
and urban worker. Peacetime reconstruction has been the most 
pressing task. Although limited moves are afoot to expand partici- 
pation by the public sector in institutions heretofore in private 
hands, the Government is committed to policies that do not include 
nationalization of industries. The new development plan due for 
release in mid-1981 is expected to place its emphasis on achieving 
more equitable land ownership, rural development, and employment- 
generating growth. These policies are already running up against 
the familiar impasse of trying to meet demands for social welfare 
without incurring excessive budget deficits, a bloated money sup- 
ply, and spiraling inflation. 


Zimbabwe looks to the United States not only for economic and tech- 
nical assistance, but also for the trade and investment it needs 
for its development. Plans for major power and transportation 
projects, along with a pressing need to replace antiquated machin- 
ery used in export-oriented industries, present important oppor- 
tunities to U.S. exporters. Investment and licensing possibilities 
are also promising, encouraged by the official welcome for joint- 
venture capital. Though likely to maintain a favorable balance of 
trade, Zimbabwe's foreign exchange picture will remain tight. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Post-Independence Economy Takes Off 


The Lancaster House agreement not only ended the long and bitter 
Civil war over Zimbabwe's independence but also signaled a revival 
in its economic fortunes. From 1974, the war, together with in- 
ternational trade sanctions and the shocks of escalating oil 
prices, had cost the economy dearly. Between 1975 and 1979, real 
per capita GNP slipped 22 percent. Good prices for minerals 
helped disguise stagnating mining output, but the value of agri- 
cultural and manufacturing production fell. 


In 1979, the economy began to perk up. Real GNP increased slightly. 
By 1980, it was surging ahead. The final figures for the year are 
expected to register real GNP growth on the order of 10 percent. 
This peacetime prosperity created thousands of new jobs and 

sparked a boom in retail spending. Employment in the modern econ- 
omy was forecast to rise at least 5 percent with a gain of at 

least 50,000 new jobs. Retail sales were 28 percent higher in the 
first 8 months of the year than during the same period the previous 
year. This economic windfall from independence occurred without 
marked increases in inflation in 1980. Consumer prices were up 
about 10 percent for higher income families during the whole year 
and 5 percent for lower income families during the first three 
quarters of the year, a slower rate of increase than in 1979. 


The balance of payments ended the year in surplus. Although expen- 
ditures on oil imports held steady, the rise in the volume of 
imports overall outpaced ‘higher prices for Zimbabwe's exports and 
helped trim the trade surplus to around $154 million. Aid assist- 
ance, higher receipts from tourism and transport, and release of 
blocked funds helped reduce the deficit on the current account to 
around $63 million. A net capital inflow estimated at $142 million 
contributed to the increase by over a third in foreign exchange 
reserves and left a balance-of-payments surplus of as much as $31 
million. 


Mining: Gold Leads the Way 


Mining contributes about 8 percent of Zimbabwe's GNP and employs 
only 6 percent of its work force, but it accounts for over 60 per- 
cent of Zimbabwe's export earnings. Although the volume of pro- 
duction increased only slightly in the first 10 months of 1980, 
total value rose over 40 percent to $546.4 million, helping spur 
the country's impressive growth rate. 
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Gold gave the major boost to the economy. The value of production 
tripled in that period to nearly $300 million. Among Zimbabwe's 
other major minerals were asbestos (up 7 percent to $91 million), 
nickel (up 42 percent to $75 million), copper (up 7 percent to $48 
million), coal (up 13 percent to $37 million), and chrome (up 16 
percent to $24 million). 


Manufacturing: Coping with the Consumer Boom 


The surge in domestic demand, spurred by the war's end and the in- 
crease in minimum wages, gave the other main impetus to economic 
growth in 1980. Manufacturers were barely able to keep up with 
new orders. Only the 25 percent increase in foreign exchange allo- 
cations for imports of raw materials and capital equipment allowed 
them to keep pace. 


Already accounting for nearly 25 percent of GNP, manufacturing out- 
put increased 15 percent during the first 10 months of the year. 
This was 8 percent above the peak reached in 1974. Strongest 
growth took place in transportation equipment, beverages, tobacco, 
and chemicals. Metal products--the largest industry--grew 9 per- 
cent. Foodstuffs--another important industry--grew only 4 percent. 


Agriculture: Better than Expected 


Contributing over 12 percent of GNP, agriculture employs 34 percent 
of the work force and provides about a third of total exports. 

Over 5,000 white commercial estates account for over 94 percent of 

crop sales, but thousands of small farmers also depend on subsist- 

ence farming for their livelihood. 


Recovering from the ravages of the war and 2 years of poor rains, 
crop production bounced back in 1980. Crop sales of $526 million 
during the first 10 months were already over 40 percent above sales 
during the same period in 1979. Deliveries of corn, the African. 
staple, were more than anticipated. Final sales of over 800,000 
tons--over half again the level in the previous year--were enough 
to put an end to purchases of corn from South Africa. Deliveries 
of other important cash crops--peanuts, soy beans, coffee, cotton, 
and sugar--were also uniformly higher. 


The principal export earner until recent years, the tobacco crop 
was good in 1980, but the market was weak. Production was up at 
least 3 percent over 1979 to over 115,000 tons. Though prices 
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improved later in the year, disappointing offers during the early 
weeks of the auction forced the Government to impose production 
cutbacks for the 1981 crop in exchange for guarantees for higher 
prices. 


Livestock and wheat sales also did not do well, though dairy pro- 
duction was up about 9 percent during the first half of the year. 
Beef output fell more than 17 percent as years of wartime cattle 
rustling and declining disease control services depleted the coun- 
try's cattle herds. Wheat sales were also down, a result of unat- 
tractive producer prices. 


The New Economic Policy: Socialist Ends, Pragmatic Means 


The new regime's most pressing concern after independence was the 
task of rebuilding its war-torn economy. With the help of inter- 
national aid donors, thousands of refugees made homeless by the 
fighting have been resettled. Schools, roads, and clinics 
throughout the countryside are under reconstruction. The far- 
reaching economic policy is just falling into place. The new 
Ministry of Economic Planning, under the direction of the noted 
former UNCTAD economist, Bernard Chidzero, is hard at work ona 
new 3-year development plan scheduled for release in mid-1981. 
Early indications suggest that it will call for investment on the 
order of $6.2 billion, close to half of which will be raised do- 
mestically. About a third of the total will have to come through 
aid or soft loans, and the rest from commercial borrowing and 
investment. Although 28 percent of the investment will be set 
aside for power generation, the key goals will be purchase of some 
2 million hectares for land redistribution, rapid improvement of 
rural infrastructure, and support for job-creating investment and 
training. 


Calling its economic goals socialist, Zimbabwe's leadership recog- 
nize the contribution the largely white-run private sector makes 
toward raising the standard of living of the African majority. It 
has sought to avoid a mass exodus of whites. To reassure the 
investor, it has eschewed nationalization of private capital. To 
encourage white farmers to stay, it raised by half the price they 
receive for corn, their largest crop. Taxes on high-income earn- 
ers will be increased only slightly in April 1981, nearly a year 
after independence. 


Still, the new leadership is serious in seeing that the fruits of 
independence reach the subsistence farmer and urban worker: Fees 
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for primary schools and medical care have been eliminated, minimum 
wages increased, and purchase of government-built housing assisted. 
While accepting the economic institutions inherited from previous 
regimes, it has also acted to expand public participation in the 
private sector. Its purchase of controlling interests in daily 
newspapers and in Rhobank, one of the largest commercial and mer- 
chant banks, however took place only after the previous sharehold- 
ers expressed an interest in selling and reflected the determina- 
tion to reduce the country's dependence on South African capital. 


While ambitious in its plans to achieve a more equitable distribu- 
tion of the economy's benefits, the Government has demonstrated a 
commitment to, in Minister of Finance Nkala's words, a "pragmatic 
and mild" application of Zimbabwean socialism. It is, in fact, a 
brand of socialism that leaves to the public sector the task of 
education, low-income housing, rural development, and other activ- 
ities to promote social welfare. It is the responsibility of a 
healthy private sector, on the other hand, to provide not only 
jobs and rising incomes, but also the revenues to pay for the 
State's social programs. 


Financing Budget Deficits: A Threat to the Recovery 


The Government's initial budget for 1980-81 reflected its emphasis 
On social welfare spending. Defense expenditure, still absorbing 
the largest share of revenues, was cut over 12 percent. Education, 
with the second largest share, received a 55 percent increase in 
its allocation. Health expenditures went up 57 percent, while 
spending by the Ministry of Commerce for its food subsidy programs 
doubled. 


The heavy spending on social services has been costly. In the 
initial budget, government spending was forecast to increase 24 
percent to $2.3 billion. Revenues were expected to grow by nearly 
40 percent, thanks largely to the increase in tax revenues gener- 
ated by the economic recovery. Although tax rates on personal and 
corporate incomes were left unchanged in the initial budget, sales 
taxes were levied on hotels, transportation, and telecommunications 
services. 


Demands on the budget were greater than expected. Midway through 
the fiscal year, the Government was forced to submit supplementary 
budget proposals, requesting over $150 million in additional spend- 
ing. This 7 percent increase was required to pay for the higher 
enrollments in primary schools, the costs of housing and paying the 
army, and the purchase of the Government's share in Rhobank. 
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With an even more massive budget deficit in view than earlier fore- 
cast, the Government also acted to bring revenues somewhat more in 
line with spending. It hiked taxes on tobacco and alcohol and 
raised the income tax surcharge from 10 to 15 percent, bringing 

the effective tax rate on top income brackets to 51.75 percent. 

As a result, some $28 million is expected to flow into the treasury 
by the end of the fiscal year and fully $126 million the following 
year. 


Despite these efforts, the Government is spending well beyond its 
means. Swollen in previous years by the cost of financing the war, 
the budget deficit is now due to rise 16 percent to over $1 bil- 
lion. Unless the strong economy generates higher revenues than 
originally forecast or more international aid is forthcoming, bor- 
rowing requirements could approach nearly $900 million, 37 percent 
of total expenditures. 


By September 1980, public debt stood at $2.7 billion, an increase 
of 20 percent over the previous year. Statutory appropriations to 
pay off the debt in 1980-81 amount to nearly $500 million, 20 per- 
cent of overall spending. In September 1980, debt owed foreign 
lenders was $577 million, about 22 percent of total public debt. 
The rest was borne by domestic lenders. The growing indebtedness 
by the public sector has fueled an increase in the money supply of 
almost 40 percent in the year ending September 1980. 


Many observers regard the budget deficit and the measures taken to 
finance it as the single most serious threat to the recovery. The 
Government's financial policies rely very heavily on domestic bor- 
rowing and only slightly on International capital markets. On the 
one hand, the sharp increase in the money supply fed by a reliance 
on domestic capital sources is expected to generate severe infla- 
tionary pressures. Demands by the public sector on domestic credit 
could starve private investors of the capital needed to finance 
industrial expansion. On the other hand, the reluctance to turn 
to international borrowing when the debt ratio is running at less 
than 3 percent could also deny the industry the means of purchas- 
ing the capital equipment it needs to meet domestic demand and 
generate the export earnings required to sustain the recovery. 


The Outlook: Meeting the Challenge of Success 


Zimbabwe's economy will be strong again this year. Real growth 
again is expected to top 10 percent. This will take place despite 
a surge in inflation of over 15 percent due to monetary pressures, 
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consumer demand, and expected increases in food prices. Although 
rising imports will cut the trade surplus considerably if not 
entirely, foreign borrowing and greater aid and investment are 
likely to leave the payments position in balance. 


Agriculture will be the economy's success story. The maize crop 
may set a record. The return of peace to the countryside and an 
increase by half in producer prices has encouraged commercial 
farmers to expand their plantings to 340,000 hectares. With good 
rains continuing well into the growing season, deliveries could 
reach 2 million tons. This will be enough to meet all domestic 
requirements and provide a large surplus for export. Although 
tobacco, beef, and wheat production are likely to drop, the crop 
and livestock earnings overall should register substantial in- 
creases. 


Mining should do well, but it is not expected to increase earnings 
as much as in 1980. New investments, notably in asbestos, will 
reverse the declining production. Weak prices reflecting depressed 
demand from industrial countries are expected to slow the increase 
in earnings to 15 percent. 


Growth in manufacturing is again expected to exceed 10 percent as 
factories strain to meet booming consumer demand. Declining in- 
vestment in new equipment since 1974, however, will begin to take 
its toll. Zimbabwe's aging industrial plant will hold the rate of 
growth in production to below 1980's levels. 


Despite the good year in prospect, Zimbabwe's capacity to sustain 
further economic growth will run up against several additional 
constraints: 


- Foreign exchange shortages.--Zimbabwe's industrial development 
and its transport and power projects require massive imports 
of capital goods. Its balance-of-payments position imposes a 
severe limitation. With domestic retail demand rising faster 
than industrial output, fewer goods are available for export 
to earn that foreign exchange. 


Transportation bottlenecks.--Zimbabwe's railroads are already 
hardpressed to handle existing traffic. South Africa's ports 
are distant, while ports at Beira and Maputo are still inade- 
quate. Transport difficulties could foil the best efforts to 
bring corn surplus and other exports to world markets. 
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- Skilled workers.--Net emigration of white residents was around 
10,000 in 1980, nowhere near the mass exodus that was feared. 
Despite massive training programs underway, shortages of 
skilled workers may become serious in some industries. This 
is especially the case in mining where the boom in minerals 
production in South Africa has already drawn many mechanics 
and technicians from Zimbabwe's mines. 


IMPLICATIONS FOR THE UNITED STATES 


To help in efforts at peacetime reconstruction, the United States 
delivered over $50 million in grant aid in the first year of Zim- 
babwe's independence. The United States had a crucial role to play 
not only as an aid donor, but also as a trade and investment part- 
ner. Expectations are running high that the rewards of indepen- 
dence will be shared by the black majority. Zimbabwe's private 
sector will be severely strained to meet those expectations. U.S. 
business can make a signal contribution toward providing Zimbabwe 
the investment capital, trade financing, and capital equipment it 
needs to sustain its development. 


With one of Africa's strongest and most diversified economies, Zim- 
babwe has enormous potential for sustained prosperity. Its human 


and natural resources are rich; its needs for revamping its indus- 
trial plant and improving its infrastructure are vast. It offers 
important opportunities to U.S. commercial interests. 


The United States already accounts for a large share of Zimbabwe's 
trade. Trade figures for August and September 1980--the first re- 
leased since independence--showed that the United States was run- 
ning a sizable trade surplus with Zimbabwe and was its fourth 
largest supplier of imports. The Export-Import Bank has approved 
a $33 million loan for U.S. equipment in the Wankie coal mine ex- 
pansion and a $6 million loan for purchasing diesel electric loco- 
motives for the National Railways of Zimbabwe. U.S. banks were 
instrumental in organizing the first commercial loans extended to 
Zimbabwe after independence. U.S. companies have shown consider- 
able interest in licensing or investment. 


Trade with Zimbabwe hinges on its import licensing system. During 
the years under sanctions, the financial authorities kept tight 
rein on the country's use of its scarce foreign exchange. These 
controls remain in effect. Import licenses are authorized only 
for such essential items as oil or for capital goods required for 
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for industrial or infrastructure development. Imports of food or 
manufactured consumer goods are permitted only in negligible quan- 
tities. 


Zimbabwe's infrastructure plans will nonetheless spur major trade 
opportunities. Power generation, transportation, and irrigation 
rank high in the Government's priorities. Although a decision to 
begin work on the second phase of the Wankie coal-fired generators 
is awaiting the outcome of a study on Zimbabwe's long-term power 
needs, studies on future hydroelectric projects are under way. 
Transport projects in the works include electrification of the 
railroads, expansion of the road network in the rural areas, and 
construction of new airports. In addition, irrigation as well as 
low-cost housing projects will require sizable imports of capital 
equipment. 


Contracts to supply these projects will depend on access to foreign 
government-backed export credits. The Reserve Bank is loathe to 
accept short-term commercial financing. The United Kingdom, 
France, and other trading partners have already offered millions 

of dollars of soft loans. 


Trade opportunities also exist to supply labor-intensive industries 
producing export goods from local materials such as textiles and 
processed foods. Equipment used in minerals extraction and proc- 
essing will also be in demand. 


Zimbabwe has high hopes that foreign investment will help rejuve- 
nate its aging industrial plant and boost mining production. Al- 
though the Government has yet to announce formally its investment 
priorities, it has defined its policies on remittances: The initial 
investment can be repatriated after 2 years, and 50 percent of the 
after-tax profit can be sent abroad. No requirements for local 
participation are yet in place, though the Government encourages 
joint ventures and reserves the option to take part in new major 
investment projects in primary areas such as mining. In a country 
with such a well-developed manufacturing sector, licensing oppor- 
tunities abound. Trade will expand as more local companies enter 
into joint-venture and licensing agreements to assemble goods re- 
quiring U.S. components. 
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